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EDITORIAL
The Effect of an Un- One of the most deplorable effects of an
balanced Budget    unbalanced national budget is recog- 
nized generally by business men but 
there is comparatively little discussion of it in public. It is the 
custom to deprecate in a rather academic way the continuance of 
an unbalanced budget for the nation and to express a pious hope 
that soon there will be an effort to bring about equilibrium be­
tween income and outgo. To many people the far-reaching and 
ultimate results of continuing upon a blind uncharted course of 
reckless expense, without consideration of the method or time 
of payment, are rather a subject of contemplation than one of 
active personal interest. The fact is, however, that so long as the 
nation pursues its unparalleled dissipation of non-existent re­
sources, just so long must every business in the country and, in­
directly, every citizen of the country reap the fruit of foolishness. 
Ever since the great war, financiers—and by that we mean men 
who study finance, not necessarily those who possess wealth— 
have considered it their greatest problem to arrange the levying of 
taxes and the increase of other revenues so that the probable 
expenditures of each year may come within the limits of possible 
prompt payment. Here in America we have run riot on a 
plea of humanitarianism, the need of the needy, the “priming 
of the pump” and what not, and the campaign pledges of 1932 for 
a present balanced budget have been transformed into dreams of 
the remote future. The will-o’-the-wisp recedes ever further 
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away as we travel the marshes of uncertainty. And, as we have 
said, the ordinary citizen does not understand how vitally a lack 
of balance affects his own welfare and his prospects.
It is impossible for any corporation or 
 other business enterprise to have any 
reasonable assurance that its estimate 
of expense during the coming year will bear close resemblance to 
actuality. No man—not even those who make the laws—knows 
what form the next scheme of taxation will take, and no one knows 
how great the burden of that taxation will be. Consequently it is 
quite beyond the powers of any one to anticipate revenues and 
expenses as a whole, particularly the costs of operation. If the 
tax upon corporation profits be substantially increased—as some 
would have it—the income of a great number of businesses will be 
seriously reduced, because most corporations and many com­
panies unincorporated and many individual business men have 
invested surplus in dividend-paying or interest-bearing securities. 
If the corporation-profit tax be increased such dividends as still 
are paid will become impossible of payment, and even the ability 
to pay interest upon bonded indebtedness will be jeopardized and 
in many cases utterly destroyed. Every man who has even the most 
primitive knowledge of finance knows that an excessive taxation 
of corporate profits does not so greatly affect the company as it 
does the innumerable multitude of shareholders and bondholders. 
The fact that such proposals are seriously made and offered for 
the approval of congress indicates how far we have drifted from 
the basic principles of finance.
It is not, however, only the question of 
potential taxation which interrupts the 
process of reasonable budget-making, 
but there is as well a universal doubt as to whether any business 
will be able to carry on at all while the mills of vain theories con­
tinue to grind out their daily grist of innovations. In a country 
where the government itself is unable, or at least unwilling, to strive 
earnestly to achieve a balance of revenue and expense, it is not to 
be expected that individual entities in the business of that country 
can feel any assurance of stability or can conduct their various ad­
ventures, upon which the welfare of the land depends, with any sort 
of confidence or any hope of success. We have constantly beside
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us and before us a thousand schemes of taxing this and taxing that; 
we have threats of punitive and vindictive legislation against legit­
imate enterprise; we have not even the vaguest notion of what de­
vious course will next be held up before us as the way into the land 
of Beulah—how then can we have such an assurance of industrial 
and commercial liberty as will encourage us to go ahead? It has 
been rather clearly demonstrated in many ways that American 
business is ready to go forward, as the business of nearly every 
other land is doing, but we can not march dragging a ball and 
chain. There has been such discussion of each new-hatch’d, un­
fledged idea that our minds have been too much diverted from 
attention to the fundamental weakness of the whole conglomerate 
scheme which bears the unhappy name of the “new deal.” If we 
could recapture the old spirit of confidence in what the govern­
ment of the country would do, and if we would insist—and we can 
insist—upon the employment of common business caution in the 
mapping of our expenditures we might be able to regard with a 
small amount of equanimity the sending up of trial balloons to 
their almost universal bursting and collapse. They might do no 
great harm if underneath the ground were firm. It seems to us 
that the time is long overpast for Americans to demand that the 
nation adopt the principles without which no business can achieve 
success. Recent events on Capitol hill in Washington have shown 
that congress is not so deaf as it was to the voice of the people. 
If the people now will arouse themselves and will speak as they 
undoubtedly feel, congress will be able to accomplish the task for 
which it was originally created and will literally save our future 
and hasten the return of a normal prosperity.
The many proposals for new taxes and 
new incidence of existing taxation un­
fortunately bear about in them the bad 
blood of political expediency. The current expression, “soak the 
rich” is probably the most stupid of them all. The American 
people as a whole regard themselves, with fair justification, as 
men and women of some vision and a great deal of hard common­
sense, and we do not believe that any one, whatever his financial 
condition may be, really thinks that “soak the rich” will greatly 
accelerate the resumption of our habitual business prosperity. 
It is, of course, one of the inevitable and perhaps regrettable 
axioms that in a sphere of equal opportunity some will achieve a
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disproportionate share of success and some will fail utterly; but 
we can not change the immutable laws of human affairs and it 
does no great good to any one to kick against the rock. Further­
more we believe that the American citizen does not greatly be­
grudge the rich man his riches so long as the citizen himself can 
work and earn and pursue happiness. It is certain that when the 
rich are making exorbitant profits, the ordinary man in the ranks 
is better off than when the rich are becoming less rich. Not long 
ago the head of a great concern, whose interests reach into every 
part of the country, said that he could see no reason for endeavor­
ing to expand his business because whatever additional profits he 
might make would be absorbed in the form of taxes of one sort or 
another. There was no inducement to expand. He admitted 
that even under the present handicaps it would be possible to 
bring about a great increase in the volume of his business and 
thereby he might employ many more men and women, but that 
would involve an extra load of responsibility, and he did not feel 
inclined to assume such a burden when there would be no com­
pensation in the form of profits which he could retain. This may 
not be an idealistic humanitarianism, but there are not many 
among us who are ready and willing to carry more than we have 
to carry unless there be some compensating advantage. Exces­
sive taxation always has and, we suppose, always will interrupt 
the development of business, for the very reason which the man 
whom we have quoted offered as his excuse for a static indifference. 
The soap-box orators who declaim most vehemently about the 
evil of riches and the iniquity of rich men seem to us to have dis­
torted the truth. It is a pity, perhaps, that every one can not 
have exactly the same amount of wealth and of what wealth will 
buy—but what can be done about it? “Soak the rich” means 
also soaking the poor, perhaps in greater ratio to the individual 
wealth than some people would like to believe.
Sales taxes and nuisance taxes of all 
sorts are merely temporary expedients 
which congressmen and legislators in the 
several states adopt because they think that they are the least 
perilous to political future. While the great mass of the elec­
torate does not realize that it is being subjected to taxation, the 
ordinary politician regards his own prospects as out in danger. 
There is a form of taxation which most of us would be glad to see
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or at least as glad as one can be to see any tax. (There is no tax, 
of course, to which one can be indifferent, except perhaps the sales 
tax on the seventh cocktail.) Economists, business men, in­
dustrialists, bankers, accountants and, indeed, nearly all of us, if 
we are perfectly frank, will admit that the taxation of net incomes 
is the fairest device that has ever been put into operation, but the 
difficulty has always been so to fix the assessment that it will bear 
upon the entire nation. Statistics indicate that less than three 
per cent of the population of the United States pay any income 
tax whatever. The tax so collected is the most substantial part of 
our national income, and we find, therefore, that 97 per cent of the 
population does not feel the direct effect. In other words, only 
three people out of every hundred are personally conscious that 
this species of taxes is supposed to be a levy upon all the people. 
We should like to see passed a law to require every recipient of any 
income whatever to pay something into the national treasury. 
If a man earns a thousand dollars a year it would do him a world 
of good to pay forty dollars of that amount toward the mainte­
nance of government, the regulation of national affairs and the 
upkeep of the great protective arms of the army and the navy. 
He would become critical of the spending of the money which the 
government received. He would want to know for what purpose 
his forty dollars was being used, and in all probability he would more 
loudly protest against the wasting of his contribution than would 
the man who paid forty thousand dollars. It would be unjust and 
absurd to fix a uniform rate of taxation for all the people. Forty 
dollars taken from one thousand dollars is far more of a drain than 
many thousands of dollars taken from millions of dollars would be. 
But the point is that every body should pay and should know that 
he is paying something for the good of the country and hence for 
the good of himself. In Great Britain the exemption from income 
taxation is much lower than it is in America. Here we are very 
careful lest wage-earners feel the pressure of our national ex­
travagances. This theory of a universal tax upon income has 
many advocates, but they do not find their way into the halls of 
congress. It is a sad commentary upon our system of democratic 
government that no man ever arises in senate or house of repre­
sentatives and seriously propounds a plan of taxation which will 
tax every one of his constituents. In private conversation most 
of our legislators would probably admit the justice of the theory, 
but when the gavel sounds, calm, impartial contemplation runs 
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away and personal interests take their seats. It would be a great 
day in the annals of our republic if even a few men would stand up 
and forget themselves in their sincere desire to remember nothing 
but the country as a whole. But alas, none of us will live to see 
that day.
An Attack on Ac­
counting Firms
Among the multitude of bills introduced 
in state legislatures during the past 
winter was one which, although it was 
defeated, deserves consideration. This was a bill offered in the 
general assembly of Pennsylvania, “for the protection of the 
public and the prevention of fraud by prohibiting any person 
individually or in association or partnership with another person 
or persons to practise as an accountant, auditor, certified public 
accountant or public accountant under a false, assumed, fictitious 
or trade name, prohibiting any corporation organized or registered 
after the effective date of this act from engaging in the practice as 
such and fixing the time when such practice by existing corpora­
tions shall entirely cease in this commonwealth and providing 
penalties. ” It is a little difficult to understand why such a bill as 
this should have been proposed. It has been alleged that the 
proponents have explained their purpose to be founded upon the 
contention that if the name of a deceased or retired partner be 
continued in a firm name, the professional character of the prac­
tice is lost and the firm becomes merely a concern engaged in a 
business or trade. We do not follow such an argument, because 
every one knows that many firms of lawyers, architects, engineers 
and other professional men carry, sometimes for a generation or 
more, the names of men who have died. Why accountants 
should be singled out for the peculiar exclusiveness which this bill 
indicates is beyond our comprehension. In truth it would be 
most unjust to the firm concerned and to its clients and potential 
clients if it were made obligatory to change a firm name to con­
form in every case with the current personnel. The majority of 
the most widely known accounting firms spent many years in 
building up a high reputation, and the names of the founders of the 
firms are familiar to business men throughout the country. 
Clients know the name of A. B. & C. but they might be seriously 
confused if the firm name were changed to A. D. & F. There 
would be nothing to indicate the continuity of the practice. The 
goodwill attaching to a well-known firm name is the most valua-
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ble asset of the firm. That goodwill is a reflection of the years of 
work, the adherence to high standards and the development of an 
efficient staff. It may be argued that the client could be in­
formed of every change in the firm name, but the client is not the 
only person to be considered. The statement bearing a certificate 
with a new firm name—which might in truth be the same firm— 
would not carry the weight with bankers and other grantors of 
credit which the long-established name would carry. If by 
chance the purpose of such a bill as we have mentioned could have 
been to limit practice to the smaller firms and to eliminate the 
so-called national firms it still would work injustice, because there 
are many small firms, some of them not known far outside their 
own localities, which proudly continue to use the names of men 
long dead. This is an illustration of the fact that when an attack 
is made upon one portion of a profession it will ultimately react 
against the majority of the profession.
An Attempt to Prevent 
Incorporation
It seems to us that the bill in Pennsyl­
vania was ill conceived and it is gratify­
ing to know that it did not pass. There 
was, however, one provision in the bill which deserves commen­
dation. Sections three and four read as follows:
“Section 3. No corporation shall hereafter be organized or 
registered in this commonwealth to engage in practice as an ac­
countant, certified public accountant, auditor or public account­
ant nor shall any person permit or aid any corporation in the doing 
of any act in violation of the provisions of this act.
“Section 4. Any corporation organized or registered in this 
commonwealth to engage in the practice as an accountant, certi­
fied public accountant, auditor or public accountant prior to the 
time when this act was finally enacted may continue to engage in 
such practice until the first day of January, one thousand nine 
hundred and thirty-seven, but no such corporation so organized 
or registered shall be permitted to engage in such practice after 
said first day of January, one thousand nine hundred and thirty­
seven.”
Accountants are almost unanimously opposed to the theory of 
practice in the corporate form, but this has nothing whatever to do 
with the use of an established name. The objection to incorpora­
tion of an accounting practice is based upon the fact that ac­
countancy, like law, is a profession and there should be individual 
responsibilities not restricted by resort to the protection of limited 
liability. The general distaste for the incorporation of accounting 
87
The Journal of Accountancy
firms has reduced the number of the audit companies and similar 
organizations. Many of the older audit companies were re­
organized years ago and assumed the partnership form. The few 
of these concerns which remain in the old form are not sufficient in 
number to affect seriously the profession. Some of them are 
doubtless conducted on the highest professional plane, but there 
would be no violent protest from the profession as a whole if any 
state saw fit to prohibit the corporate form of practice. How­
ever, the bill, as we have already said, was defeated, doubtless 
because of its attack upon many of the most highly respected 
accounting organizations in the country; and in that well-deserved 
defeat the attempt to prevent incorporated practice went down 
also.
American accountants who read The 
Accountant, London—and every ac­
countant would find it helpful to do so— 
will probably have read with some astonishment the report of a 
case in which an accountant was suing for the recovery of a fee 
based upon the result of his work. Most of us had believed that 
the profession in Great Britain adhered rigidly to the standards 
of the British bar so far as the question of contingent fees was 
concerned. It was, therefore, with some consternation that one 
read the report of a trial based frankly upon a claim for con­
tingent fees. In The Accountant of June 22nd the editorial com­
ment upon the case indicated the feeling of the profession as a 
whole in Great Britain. Here in America we have had so much 
controversy on the subject of the American Institute’s rule that 
contingent fees shall not be accepted that our readers will doubt­
less find the comments of our contemporary much to the point. 
Let it be remembered also that this case involved a question of 
income-tax claims. The accountants in America who have at­
tempted to defend the principle of contingent fees have almost 
always based their argument upon the peculiar conditions which 
surround income-tax work. We quote the following comments:
“Where accountants are concerned with income tax the idea of 
public policy can never be wholly excluded. That is to say, when 
an accountant is engaged by a client to discuss a set of circum­
stances with the inland revenue, the accountant owes a public 
duty to the inland revenue and a private duty to his client. The 
public duty consists in an obligation to disclose all the facts to the 
inland revenue, while the private duty consists in seeing that the 
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client’s point of view is properly displayed and emphasized. It 
would, in our judgment, be a calamity for the profession if the 
confidence which the inland revenue now reposes in accountants 
were weakened, and we do not see how the risk of weakening can 
be avoided if the remuneration of an accountant acting in a case 
varies in direct proportion to the extent to which the inland 
revenue is defeated.
“From the point of view of the relations between the profession 
and the public, it would be equally calamitous if the idea were al­
lowed to take root in the public mind that there are sources of 
information in tax matters open to some accountants but denied 
to others. Personal skill as between accountant and accountant 
must always differ, exactly as it does in every other profession, 
but there is no monopoly whatever of skill in penetrating the 
mysteries of income tax or of knowledge of ‘ concessions !’ The 
degree of skill which can be applied to a case is known and can be 
measured between the accountant and his client long before the 
results of the engagement are known, and the proper view is that 
the remuneration is paid as the reward of the skill and not as the 
result of the fortuitous consequences of the application of the 
skill.
“We add that we can well imagine that particular clients may 
express a preference for making a payment based on the results 
obtained. If a client should voluntarily make such a choice, 
we suppose there is nothing to prevent him; but even in that case 
we feel that so strong a point of professional interest is involved 
that the amount ultimately accepted by the accountant ought to 
be limited to a generous rate on the time he actually spends on the 
case. That is to say, the client can not be prevented from ex­
pressing the satisfaction he derives from the results of the ac­
countant’s activities and may voluntarily increase the normal fee 
by way of an addition to the basic rate on which the computation 
of the total is made; thus, as our correspondent expresses it, he 
recognizes services by a voluntary addition to adequate profes­
sional charges based on time occupied. But this is very different 
from the making of a charge by the accountant against the client, 
the amount of which may be out of all proportion to the real pro­
fessional service rendered.”
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